LAO Weighs in on Governor’s School Budget Plan
On February 4, the Legislative Analyst's Office (LAO) released their response to the Governor’s education budget proposal. Highlights include:

· Revenue Disagreements: The LAO continues to urge caution on state revenue projections and reasserts that the Governor’s budget does not adequately account for “current elevated stock market risks.” 

· Alternate Approach to Underfunding the Prop 98 Minimum Guarantee: The LAO proposes that, rather than underfunding the 2025-26 Proposition 98 minimum guarantee and using that funding on non-education purposes, that those funds instead be set aside to cover the full cost of the Prop 98 guarantee while holding some or all or the funding in the Prop 98 Reserve. More on that below. 

· Areas of Agreement: The LAO supports several elements of the Governor’s other education funding proposals, including using ongoing funds to pay for one-time expenditures (providing a buffer in out-years), fully funding the COLA, using one-time money for the discretionary block grant, eliminating deferrals, and restoring the Learning Recovery Emergency Block Grant. The LAO does not give a recommendation on the Community Schools proposal to spend $1 billion on the program every year, but plans to provide their analysis soon. 

The LAO’s Alternative to Withholding $5.6 Billion

As an alternative to the Governor’s proposal to underfund schools, the LAO instead urges the Legislature to allocate enough funding to cover the full cost of the Proposition 98 minimum guarantee based on the revenue estimates it adopts. This would avoid creating settle-up obligations in the future, but would require $5.6 billion in solutions on the non-98 side of the state budget. Rather than tying that money to new spending, the LAO suggests depositing it into the Prop 98 Reserve with corresponding legislation that automatically lowers that deposit amount if the 2025-26 guarantee drops relative to May estimates. The LAO suggests a total reserve deposit of at least $3.5 billion in 2025-26, $2.9 billion above what the Governor proposed. Interestingly, the LAO suggests several possible uses for the remaining $2.7 billion, including depositing it all into the reserve, providing advance payments to districts, or providing additional funding for district pension costs. The education community is likely to take issue with all those approaches. 

The LAO will provide this perspective in budget hearings over the next several weeks. We’ll also be watching monthly revenue. Early reports are that January state revenues are a staggering $6.2 billion above estimates in Newsom’s January budget forecast. If this revenue trend continues, it increases the likelihood of easier options for Newsom and lawmakers to ultimately reach a final deal on the budget that doesn’t pit schools against other areas of spending. 

We know there are a lot of moving pieces here and we’ll continue to monitor, advocate and make sure you have the latest information.

Please reach to any of us if we can provide additional information. 
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